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lIT grO,,1l1 conles from COIll}Jetll1g StIC-
cessfully'\7orld"Jide ll1 both old 3l1d 11e,\T
1ll31'tkets, offe:rll1g 11e,v teclu10log)7 311d

---~----- higl1-qualitJ7prodllcts aI1d services.•••••

A discussion and analysis of
our results and operations ..
Global economic conditions improved in 1993, but
JrOwth was still sluggish. In Europe and Japan the weak
c:onditions of 1991 and 1992 continued this past year.
A,ainst this backdrop. we reported a 3.S~ increase in
total revenues in 1993. a pickup from the 2" 9'iC increase
in 1992.

We made three accounting changes this past year
Because new rules apply to all U.S. companies,
~ c:han,ed our accountinl for retiree benefits. post·
employment benefits and income taxes. The net after·tax
Chlrle to bring our financial statements in line with the
new accountinl methods caused us to repon a net loss
for the year. Excluding that net charge and the increase
in 1993 expenses caused by the change in accountinl
for postemployment benefits and a founh.quaner
restructurin, chlrle. our per share eaminls were S3.1 S
in 1993. These accountinl chanles do not affect cash
flows; they only chanle the expenses~ repon.

Consolldeted Income Statement Information
Dollns in miJIions 1993 J992 1991

TOlal re\lenues 567,156 564.904 563.089
TOlal COSlS .0,569 39.710 38.825

Grossm&riin 26.587 25,19·~ 24.264
Provisions for business

reslructurin~ .98 64 3.572
Other operatin~

expenses '19.851 18.86] 19.334

Operalin~ income $ 6.238 S 6.269 S 1.358

Income before
cumulati\le effects of
accountini chanies $ 3,"" S 3.807 • S 522

Cumulali\le effecls of Ilaccountinl chanies <1.'768)

Net Income (Loss) $(3.'794) S 3.807 S 5""....
Gross marrin percentale 39.6 'it 38.8Ck 38.5Ck
Operatini marr in

percentale 9.3 'it 9.7Ck 2.2Ck

In our new accounting for rtriru btntfirs. we esti
mate and book expenses for retiree benefits durin, the
years employees are workin, and Iccumulatin, these
future benefits. When we used the former "ply.as·you
10" accounting. we simp!)' booked our c:ontributions to
trust funds for life insurance benefits and the actual
claims for benefits such as health Cart and telephone
concessions as they occurred. To use the new method.
we made assumptions lbout trends in health care costs.
interest rites and lverlle life expectancy. Then we esti
mated the fut!JI'C payments for benefits to all present
retirees and for accumulated benefits ofactive em-

•••••••••••••••••••••••••••••••••••••••••••••••••••
Wh)' do ......b accountinc How do....... the chances1 WMtdothechanc••muntoreautts?
......1 We first fi,ure out ""hal our balance sheet Accountin, chanin sometimes have al&rie
The ,oaI of financial reponin, and our would look like if we had ahr...)·. used the effeci on reponed camin,s in the ~arof a
objective at AT&:T is to ,i\le in\lestors the new accountin, methods. Then we make all chan,e. but the effects on future camin,s
information they need to understand ho'" the adjustments needed to catch up with ma), be quite small once we brin, the bal·
-ere doin, o~ time and in comparison those new methods. Our income statement ance sheet up todate. Becausc the cumula-
with other companies. Sometimes accounl- shows the net impac. of all th05C adjust- ti\le effects come from earlier ~ars. man)'
in, rule·makers issue new rules for all menls as "cumulalive effects on prior years in\lestors sct them aside when lookin, al cur-
companies. At other times. we decide 10 of chan~es in accounlinl! . renl results. The income statement format
chan,e our melhods because of trend ~ m allows in\lestors to see our results easjl)"
our business or industry. with or withoulthese cumulati\le effects of

accountinl chan,es .

•••••••••••••••••••••••••••••••••••••••••••••••••••
I'
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plo)fts. We then placed this $ 11.3 billion liability on
the books to reflect those estimated future obli,.tions at
January 1,1993, expressed in toda)"s dollars. From now
on, we will continue to record the expenses as employ
ees accumulate future benefits so that our liability for
fttiree benefits is always up to date. We ell9tct our
annual expenses to be at about the same level we
recorded before this accountin~ chan~e.

Our new accounting for poslemploymenr IHnefits.
includin~ payments for separations and disabilities. is
very similar to our new accountin~ for retiree benefits
We must book expenses for future separations during
the years employees are working and accumulating ser
,lice with the company, and for disability benefits when
the disabilities occur. Usin~ the former method. we
booked expenses for separations when we identified
them and expenses for disabilities when we made pay
ments. We used our experience over the past five years
to estimate future separations. In the future. we will
adjust our estimates based on the number of employee~
who actually leave our payroll with these payments.
Because we book expenses every quaner usin~ this
accountin~ method instead of bookin~ expenses when
we make plans to restructure our business. this change
increased our costs and expenses by S30) million in
1993, and reduced our earnings by $171 miJIion. or
$0.13 per share. We expect our eamin~s in 1994 to be
similarly reduced.

Our new accountin, for income taxes uses the
enacted tax rates to compute both deferred and current
taxes. That means~ must refi~urt our deferred tax
alSet' and liabilities whenever Con,ress chan~es

tax rates. Usin, our former method. we held deferred

tax assets and liabilities at their ori~inal values even
when tax rates chan,ed. Because federal corporate tax
ntes are lower now than they were before the 1986
Tax Act. ~ had a ,ain when we chan,ed to the ne~

accountin~ method. Apan from the effects of changes
in statutory tax rates, we do not expect the new account
in~ to affect future earnin,s materially.

An ~rvlew of our business operatJons ••••••••
OJr Core business is to meet the communications and
computin, needs of our customen by using networks to
move and mana,e information. We divide the revenues
and costs of this core business into three cate~ories on
our income statement: "Itcommunications sen·ices.
produClS and s,'sttms, and "nlals and olher senires.
AT&T Capital Corporation (AT&T Capital) and AT&T
Universal Card Services Corp. (Univenal Card) are
panners with our core business units as well as innova
tors in the financial services industry. We include their
revenues and costs in a separate cate,ory on our income
statement: financial strvires and ltQsing.

Customer demand for the products and services of
our core business continues to ,row despite weak eco
nomic conditions worldwide. Technolo~ical advances
and brisk competition are makjn~ electronic communi
cations and computin, ever more useful and economi·
cal. Our financial services businesses are also ,rowing
because we are investin, in new assets.

We look forward to pelter revenue ,rowth in 1994
than in 1993 because of a strenJlhenin, economy and
the expected completion of our melJer with the fas1
,rowin, McCaw Cellular Communications. Inc.
(McCaw).

•••••••••••••••••••••••••••••••••••••••••••••••••••
Our m....r with Mee.w atml the combined operations. The people. combined amounu as if Ibere had always
to ,I~ our custom.rs. more assets and capital of Ibe two limn won't been onl)' one compan)'. To help you picture
cornpreh.nli~ Hrvtce off.rln, chan,e just because of this merrer. Ibis. we inc:Juded some of Ibese combined
and our Inveltors falter poowth In mellen like Ibis. we simply add up amounu at the bottom of the len'year sum·
and hi,her Ion••t."" ,.tum. the eamings. assets. liabilities and equity mary of selected financial data. We com·
on their kMstment. of Ibe two companies and become one com· pUled these amounts assuminl the meller

pany. We used this same method. called a \Io'as alread) completed usin, a one·for·one
OIT plan is for McCaw's owners to ·pooling of interests:' for Ihe meIJer of ellChanle of shares as AT&T and McCa",'
exchan,e their McCaw stock for ne~ AT&T AT&T and NCR in 1991. proposed in the meIJer a,reement
stock. Thrn all ownen of the post-meller After a meller, fInancial statements and
AT&T will share in the benefits and risks of all other financial information show the

•••••••••••••••••••••••••••••••••••••••••••••••••••



ship of Novell. Inc .• a leading sofr~ development
company.

• We sold our ~maininB inte~st in Compagnie Indus·
triali Riunite S.p.A. (CIR) in 1993 fora slight gain
Because of declines in its market value. we wrote
down that investment b)' $68 million in 1992 and by
$2 I8 million in 1991. CIR's value had declined along
with the Italian securities marker and because of
lower eaminBs from its principal holding. Ing. C.
Olivetti & C.• S.p.A.

• In 1991 we had a 5171 million ,ain from selling OUT
investment in Sun Microsystems.lne.

Sales of stock by our subsidiaries produced a 59 mil·
lion loss in 1993 and a $43 million gain in 1991. The
1993 loss came from deductin, ~course loans made
to AT&T Capital's senior mana,ement 50 they would
purchase sha~s and take a larler personal stake in the
success of the business following the initial publ ic
offerin,. When the loans art repaid in seven years. we
apect to ~pon a net 56 million ,ain on this offerin,
The S43 million ,ain in 199J came from USL sellin,
Slock to other companies to encourage their suppo' fOT

open computing standards.
Inte~st expense declined over the past two years

because of benefits from ~fjnancinB long-term debt at
favorable rates and reduced requirements for contingent
liabilities. The benefits of refinane in,. which were
panl)' offset by costs of that ~finaneing such as call
premiums. were responsible fOT about half of the
decline in 1993 and two-thirds of the decline in 1992

Income Tue.lnformetlon
Dollars in millions 1993 1992 1991

Income before income talle~

and cumulative effecls of
accountin~ chan~es $6.204 55.958 S 883

Provision for income talles· 2.230 2.151 361

Effective income tall rale 36.0'k 36.1~ 409'ir
Income taxes paid $1.675 5 697 51.308

• Tile tumullliYe effccti of "counllni ch.n,es Include the lU
effttu of those adjuslmenls.

The provisions for income tues inc~ased the past
two years mainly because of hi,her "book income ," that
is. the income before income taxes and cumulative
effects of accounting changes. The effective laX rate
was It about the same level in 1993 and 1992. The rate
was much higher in 199J because the tax effects of
J'estructurin, cbarJes we~ magnified by the lower
income befo~ income taxes.
Con,~ss inc~ased the federal statutory tax rate to

35Ck in AUlust 1993 and made the change ~troactive to
January 1.1993. We recolnized a $73 million benefit
from Idjustin, our deferred tax assets for the new rate.
But that benefit was mostly offset by the increase in
lues on 1993 taxable income. caused by the hi!her
nle. Consequently, this chan!e in rates did not affect
our 1993 net income materially

Total Assets, Working Capttal and Uquldfty ••••
Net working capital-current assets less current liabili·
ties- is a measure of our ability to cover shon-term Iia
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bilities with assets that we expect to conven to cash
soon. For example. collecting receivables helps us to
pay our suppliers. We reduced our cash balance and
working capital in 1993 to lower our "opportunity"
costs of maintaining that capital. Our financial condi-
tion lives us easy access to financinl when we need it.
so we now taJiet a cash balance under 5800 million.

..lance Sheet information
Dollars in millions 1993 J992 Chan,e

\\brkin, capital S 4,ot04 5 5.128 5 (724)
Cash and temporary

cash investments 532 1.310 (778)
Total ISsets 60,166 57.J88 3.578
Total debl 17,'716 J6.204 1.512
Total shareowners'

equity 13,150 J8.921 (5.071)

Oa)'5 salu oUlStandin,
for core business 59.5 63.2 (3.7)

Inventory turnover 3." 3.2 0.2

The growth in accounts receivable comes from our
higher sales levels. Da)'s sales outstanding in our core
business. defined as average accounts receivable
divided by average daily revenues in our core business,
decLined because of improved receivables mana!ement.
To $pur further Irowth in revenues and earnings for
financial services and leasin,. we invested in additional
finance receivables from our credit card and equipment
financing and leasing businesses. We keep a close watch
on account status. which has helped us maintain a low
level of delinquent balances and write-offs.

Higher inventory levels art associated with our sales
growth. which we expect to continue in 1994. Improved
Inventory management in 1993 led to increased inven
tory turnover.

Making better usc of existing capacity on our lon,
distance network, we reduced capital expenditures in
1993. Our plant additions we~ at about the same level
as depreciation, leaving propeny. plant and equipment.
net of accumulated depreciation. essentially unchanied.

The fair value of our pension plan assets is greater
than our projected pension obliiations. Those plan
assets a~ eaming I return that exceeds the growth in
pension liabilities. In addition. we are amonizing a
transition asset related to our 1986 chanle in pension
accounting over 15.9 years. which produces about SSOO
million of income each year. Consequently. we had pen
sion income that added to our prepaid pension costs ..

Under an agreement with unions representini many
of our employees. we transferred 50me of these excess
pension assets over the past two )'ears to fund reti~e

health care benefits. Befo~ 1993 we included these
prepaid health care costs in other assets. However.
when we added the liabilities for retiree benefits to our
balance sheet in 1993. because of the new accounting
rule, we neued these prepaid costs with the liabilities.
We did something similar when we netted the trusts for
disability pa)'ments with liabilities for separations and
disabilities. Our net liabilities for postretirement and
postemployment liabilities art now combined on our
balance sheet .. Our recolnition of these liabilities cre
ated additional deferred tax assets
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AT&T and Subsidiaries
Years ended December 3J

Dollars in miJIions (except per share amounts) 1993 1992 1991

•••••••••••••••••••••••••••••••••••••••••••••••••••
Ia'n and Revenues
Telecommunications services $39,863 539.580 538.805
Products and systems 17,798 16.473 15.941
Renws and other services 6,991 6.957 6.959
Financial services and leasing 2,504 1.894 1.384

1btaJ m'eDues 67,156 64.904 63.089

CoetI
Telecommunications services

Access and other interconnection costs 17,709 18.132 18.395
Other costs 7,009 7.135 6.881

Total telecommunications services 24,718 25.267 25.276
Products and systems 10,809 9.846 9,134
Rentals and other services 3,331 3.287 3.344
Financial services and leasing 1,711 1,3JO 1.071

Total costs 40,569 39.7JO 38,825

Gross margin 26,587 25.194 24.264
OpenltJnl bpenses
SeIJing. general and administrative expenses 16,782 15.950 16.220
Research and development expenses 3,069 2.911 . 3.114
Provisions for business restructuring 498 64 3.572
Total operating expenses 20,349 18.925 22.906--"._-,
Operating income 6,238 6.269 1.358
Other income-net 541 352 208
Gain (loss) on sale of stock by subsidiaries (9) 43
Interest expense 566 663 726
Income before income taxes and cumulative effects ofaccounting changes 6,204 5.958 883
Provision for income taxes 2,230 2.151 361
Income before cumulative effects of accounting changes 3,974 3.807 522

Cumulative effects on prior years of changes in accounting for:
1\Postretirement benefits (net of income tax benefit of $4.294) (7,023)

Postemployment benefits (net of income tax benefit of $681) (1,128)
Income taxes 383

Cumulative effects of accounting changes (7,768)

Net Income (Loss) $ (3,794) 5 3.807 5 522
Weighted average common shares outstanding (millions) 1,353 1.332 1.293

Per Common Share:
Income before cumulative effects ofaccounting changes $ 2.94 5 2.86 5 .40
Cumulative effects ofaccounting changes (5.74)

Net Income (Loss) $ (2.80) 5 2.86 5 .40

•••••••••••••••••••••••••••••••••••••••••••••••••••
The nOles on papes 34lhrou~h 43 are an inle~raJ part of lhe con~ohd:aled financIal slatemenl~.
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MOOI'.. .. .... - ~

AT&T and Subsidiaries
at December 31

11.040
8.569
2.659
2.118

818

5 1.310532

11,933
11,370
3,187
2,079

637

s

Dollars in millions (except per share amount) 1993 1992

•••••••••••••••••••••••••••••••••••••••••••••••••••
AIIetI
Cash and temporary cash investments
Receivables. less allowance of SI.003 and S829

Accounts receivable
Finance receivables

Inventories
Deferred income taxes
Other current assets

26.514

19.358
864

3.643
3.480
3.329

29,738-_...__._------------'---------
19,397
1,503
3,815
3,576
2,737

Total current assets
Propeny. plant and equipment-net
Investments
Finance receivables
Prepaid pension costs
Other assets
Total assets $60,766 557.188

5 5.045
3.336

Uabllltlel and Deferred Credtts
Accounts payable
Payroll and benefit-related liabilities
Postretirement and postemployment benefit liabilities
Debt maturing within one year
Dividends payable
Other current liabilities

$ 4,694
3,746
1,301

10,904 7.600
448 443

4,241 4.962

2.634
4.660

350
181

Total current liabilities

Long-tenn debt including capital leases
Postretirement and postemployment benefit liabilities
Other liabilities
Deferred income taxes
Unamonized investment tax credits
Other deferred credits

25,334 21.386-_..--_.. ,----------------
6,812 8.604
9,082
4,298

275
270
~63

II

Total liabilities and deferred credits 37.815
Minority interests 582 452

1.3401,352
Shareowneri' Equity
Common shares par value 51 per share

Authorized shares: 2.000.000.000
Outstanding shares: 1.352.398.000 at December 31, 1993.

1,339.831.000 at December 31.. 1992
Additional paid-in capital 12,028 11.425
Guaranteed ESOP obligation (355) (407)
Foreign currency translation adjustments (32) 65
Retained earnings 857 6.498

Total shareowners' equit)' 13,850 18.921
Total liabilities and shareowners' equit), $60,766 557.188

•••••••••••••••••••••••••••••••••••••••••••••••••••
The notes on pages 34 through 43 are In inlegral part of the consolidated financial statements

II
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AT&T and Subsldlllrles
Years ended December 31

Ii

522

3.568
1.233
3.572

(2.J08)
(59)
J09

0.382)
560

3.540
1.945

64
0.489)

55]
30

0,084)
5JO

7,768
3,626
1,635

498
(2,082)

(540)
(331)
(52)
401

S(3,194) $ 3.807 $

Dollars in millions 1993 1992 199]

•••••••••••••••••••••••••••••••••••••••••••••••••••
Operatlnl ActMties
Net income
Adjustments to reconcile net income to net

cash provided by operating activities:
Cumulative effects ofaccounting changes
Depreciation
Provision for uncolJectib]es
Provisions for business restructuring
(Increase) in accounts receivable
(Increase) decrease in inventories
(Decrease) increase in accounts payable
Net (increase) in other operating assets and liabilitie5.
Other adjustments for non-cash items-net

~et cash pro\'ided b~' operating activities 7,129 7.874 6.015

(3,483) (3.878) (3.052)
(540) (2) 473
(414) (202) (29)
(201) (]67) 69

IrMItinc AetMties
Capital expenditures net of proceeds from sale or disposal of

propeny, plant and equipment of 524] •$250 and S119
Increase in finance receivables. net of lease-related repayment-

ofS3.633. $4.325 and S3.521
Net (increase) decrease in investments
Acquisitions. net of cash acquired
Other investing activities-net

(3,701) (3.933) (3.860)

(8,339) (8.]92) (6.399)- .._._------...;...;.-~--.;.---.;.-..,;..--
Net cash used in investing acth'ities
Flnaneln. ActMtJes
Proceeds from Jong-term debt issuance 2,456 2.928 ].300
Retirements of long-term debt (3,483) (3.684) 0.196)
Issuance ofcommon shares 619 689 1.164
Dividends paid (1,774) 0.748) 0.563)
Increase in shon-term borrowings-net 2,586 1.34] 969
Other financing activities-net 25 (72) 2
Net cash pro\'ided b)' (used in) financing aeth'ities 429 (546) 676
Effect ofexchange rate changes on cash 3 26 (]9)
Net (decrease) increase in cash and temporary cash investments (778) (838) 273
Cash and temporary cash investments at beginning of year 1,310 2.148 1.875

Cash and temporary cash investments at end of year S 532 $ 1.310 $ 2.148

•••••••••••••••••••••••••••••••••••••••••••••••••••
the DOles on paies 34 through 43 are an inlepaJ pan of the consolidated (lnancial statements
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1';;1 Il~lll"t.: J.-"'i~ I(;..l ...:

AmerlCiln Telephone end
Tele."ph Company (AT&T)
end aublldlertea

Elmlnp per Shere
We use the weighted average number of shares ofcom
mon stock and common stock equivalents outstanding
during each period to compute earnings per common
share. Common stock equivalents are stock options
that we assume to be exercised for the purposes of this
computation.

Inventortel
We state inventories at the lower of cost or market.
We determine cost principally on a first-in. first-out
(FIFO) basis,

Property, Plant end Equipment
We state propeny. plant and equipment at cost and
determine depreciation usin, either the ,roup or unit
method. The unit method is used primarily for factory
facilities. laboratory equipment. larJe computer sys
tems. and certain international eanh stations and sub
maflne cables. The sroup method is used for most other
depreciable assets. When we dispose of assets that were
depreciated using the unit method. we include the ,ains
or losses in operatin, results. When we sell or retire
plant that was depreciated using the JTOup method.
we deduct the original cost from the plant account
and from accumulated depreciation.

We use accelerated depreciation methods for factory
facilities and digital equipment used in the telecommu
nications network. except switching equipment placed
in service before 1989. All other plant and equipment is
depreciated on a straight-line basis.

Goodwill
Goodwill is the difference between the purchase price
and the fair value of net assets acquired in business
combinations treated as purchases. We amonize good
will on a straiaht-line basis over the periods benefited.
principally in the range of 10 to IS years.

Rec:....Iflc8tlons
We reclassified cenain amounts for previous years to
conform with the 1993 presentation.

Tempore')' CUh Invntmentl
We consider temporary cash investments to be cash
equivalents for cash flow reponing purposes. They are
highly liquid and have original maturities ,enerally of
three months or less.

2, Chanles In Accountln, Principles 000000000 ••

Postretirement Benefits
We adopted Statement of Financial A&:countin, Stand
ards (SFAS) No. 106. "Employers' Accounting for PoSI
retirement Benefits Other Than Pensions." effective
January I. 1993. This standard requires us to accrue
estimated future retiree benefits during the years
employees are workin, and accumulating these bene
filS, Previously. we expensed health care benefits as
claims were incurred and life insurance benefits as plans
were funded.

When we adopted the new standard. we had an accu
mulated liability related to past service from retirees
and active employees. A portion of that liability was

Arcounting method

Fully consolidated
Equity method
Cost method

Basis of recognition

Minutes of traffic processed
and contracted fees

Upon performance of con
tractual obligations

Proportionately over con
uact period or as services
are performed •

Over the life of the finance
receivables using the
interest method

More than SOC}
20c;c.'t050Ck
Less than 20c;c.

1. Summary of
Sl,nlflcant Accounting Policies ••••••••••• 000 •••

Coneollddon
Ownership o/affiliates

Rentals and Other
Services

Financial Services and
Leasing

We include the accounts of operations located outside
the U.S. on the basis of their fiscal years. ended either
November 30 or December 31

Currency 'fnInsletJon
For the business we transact in currencies other than
U.S. dollars. we translate income statement amounts a1
average exchange rates for the year. and we translate
assets and liabilities at year-end exchange rates. We
show the adjustments from balance sheet translation as
a separate component of shareowners' equity.

Revenue Recognition
Reve'",e from

Telecommunications
Services

Products and Systems

Renarch end Development
We expense research and development expenditures as
incurred (including development costs of software that
we plan to sell) until technological feasibility is estab
lished. After that time. we capitalize the remaining soft
ware production costs as other assets and amonize them
to product costs over the estimated period of sales.

Interelt ExpenN
tnterest expense is the interest on shon-term and long
term debt and accrued liabilities. excluding the interest
related to our financial services operations. which
is included in cOSt of financial services and leasing.
and net of interest capitalized in connection with
construction.

Irweltment Tax Credits
For financial reporting purposes. we amortize invest·
ment tax credits as a reduction to the provision for
income taxes over the useful lives of the propeny that
produced the credits

II



provided for by JfOup life insurance benefits and trusts
for health care benefits funded befort J993.

We also reimburse the divested rt,ional Bell compa
nies for. ponion of their costs to provide hulth cm
benefits, incruses in pensions and other benefits to pre
divestiture retirees under the lennS of the Divestiturt
Plan of ReOfJanization. Throu,h 1992 we expensed
mese reimbursements u incurred. In January J993 we
recoanized this liability in connection with the adoption
ofSfAS No. 106.

We elected to record a one-time prew chlJle of
511.317 million to record the unfunded ponions of these
liabilities. That charae reflects 5J2,986 miJJion onia·
bilities less 51,669 million ofplan assets and amounts
previously recorded. After taxes. that charae WIS

57.023 million ($S.19 per shm), incJudin, $J,37S mil·
lion for predivestiturt retirees. Apan from these cumu
lative efleets on prior )'Cm of the accountin, chan,e,
our chanIe in .ccountin. had no material effect on net
iDcome in 1993 and is not expected to affect net income
materially ill futurt periods. This chanle does not affect
eashflows.

Polttmployment Beneftts
We also adopted SFAS No. 112. "Employers' Account
in, for Postemployment Benefits," effective January I.
1993. Analo,ous to SFAS No. 106, this standard
Jequires us to accrue for estimated futurt postemploy
ment benefits, includin. separation payments, durin,
the )'Cm employees mworkin, and accumulating these
benefits, and for disability piymenu when the disabili
ties occur. BefOrt this change in .ccounting. we rtcog
ailed costs for separations when they wert identified
and disability benefits when they wert paid.

When we adopted the new standard, we had an accu
mulated liability for payments to emplo)'Ces who were
thell disabled and for benefits rtlated to the past service
ofaetive emplo)'Ces, We recorded a one-time pretax
cbarJe of 51,809 million to record the unprovided por
tion of these liabilities. That chlJle rtflects 52,221
million of liabilities less $4 I2 million of rtserves for
business restructuring activities that were established
befort 1993 and reclassified to postemployment liabili·
ties as pan of this accounting chan,e. After taxes,
lbat chl!'Je was 51.128 million (SO.83 per shm). The
cban,e in accountin, reduced operatin, income by
5301 milJion, and net income by $171 million (SO.13 per
&bare) in 1993. This chall,e does not affect cash flows.

tncomtTIaM
Wr also adopted SfAS No. 109, MAccountin, for Income
Taus:' effective January I, 1993. Amon, other provi
lions.1hiJ standard requires us to compute deferred tax
ICCOUDU usinl the enacted corporate income taX rates
for the )'W"S in which the wes will be paid or refunds
recei\ltd. Befort 1993 our deferred taX accounts
reflected the rates in effect when we made the deferrals.

Because corporate income tax rates in 1993 wert
lower than the rates that existed befort the 1986 Tax Act.
our adoption of the new standard raised net income by
5383 million (SO.28 per shm). Apan from this benefit.
die new accounting method had no material effect on
Det income in 1993. Unless Congrtss changes tax rates,
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we do not expect this chanle to affect net income mate
rially in futUrt periods. This change does not affect
cash flows.

3. Prospective Accounting Changes .
Debt and Equity Securities
In 1994 we must adopt SFAS No. 11S, "Accounting for
Cenain Investments in Debt and Equit)' Securities."
This standard addresses the accounting and rtponing
for investments in equity securities that have rudily
determinable f.ir values and for all investments in debt
securities. We do not expect this new standard to affect
net income materiall)' at or after adoption, and it will
not affect cash flows

Impelrect LalI.
By 1995 we must adopt SFAS No. 114, "Accounting by
Creditors for Impairment of a Loan." This standard
~uirts us to compute prtsent values for impairtd loans
when determinin. our aJlowances for credit losses. We
do not expect this new standard to affect net income
materially at or after adoption. and it wiJl not affect
cash flows.

4. Prospective Merger with McCaw cellular
Communications, Inc. (McCaw) •••••••••••••••••
On AUlust 16. 1993 AT&T and McCaw entertd into a
definitive agreement to meIJe McCaw and a subsidiary
of AT&T, making McCaw a wholl)' owned subsidiary
of AT&T.

In the meIJer, each shart of McCaw's Class A and
Class B common stock will be convened into one share
of AT&T common stock. However. ifthe 20-day-aver
age market price ohhe AT&T common stock as of five
business days before the meTier is less than 553 per
shart, the conversion ratio will be adjusted upward to
provide shares of AT&T common stock havin, an aure·
.ate market price of 5S3 for each shm of McCaw com
mon stock, subject to a maximum of 1.111 shares of
AT&T common stock. If the 20·day-average market
price of AT&T common slock as of five business days
befort the merger is ,rtater than $71.73 per shm, the
conversion ratio will be adjusted downward to provide
shms of AT&T common stock havin, an a,are,ate
market price of 571.73 for each shart of McCaw com·
mon siock, subject to a minimum of .909 of a shm of
AT&T common stock.

Pursuant to a separate aJreCment. AT&T has aranted
McCaw the right, in the event the meIJer does not close.
to requirt AT&T to purchase from McCaw $600 million
of McCaw', Class Acommon stock at a price of 551.25
pershm.

The meraer is subject to a number of conditions.
'ndudina the receipt ofre,ulatory approvals, expiration
of the waitin, period under the Han·Scon·Rodino Anti
trUst Improvements Act (HSR Act), receipt of opinions
that the merger will be tax free and will be accounted
for as a pooling of interests. and McCaw stockholder
approval. McCaw stockholders holdin, a majority of the
voting power of the McCaw common stock, including
members of the McCaw family and British Telecommu
nications pic. have alreed to vote in favor of the merger.
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Ner postretirement benefiC cost

Service cost-benefits eamed durina the period
Interest cost on accumulated postretirement

benefit obli,ation
C~dit for expected return on plan assets·
Amonization of unreco.nized prior service COSIS

Charte for special options

14. Postretirement Benefits ••••.• ,..,,,.••,•••••••••••
Our benefit plans for retirees include health care bene
fits, life insurance coveraie and telephc,ne ~:oncessions.

This table shows the components of the ner postretire
ment benefit cost:
Dollars in mi1lions

·The atlual retum on plan autu wu 5243.

We did not restate our 1991 and 1992 financial state
menu to reflect the change in accounting for retiree
benefits. This table shows our actual postretirement
benefit costs on a pay-as-you-io basis in those years:
Dollars in millions al December 31 1992 1991

Cost of health care benefils for ~Ii~es S532 S532
COSI of life insurance benefits for ~tirees 3 26
Cost of celephone concessions and OCher

benefits
Plyments 10 reriona) Bell companies for

p~divestiture ~tirees 145 125

Postretiremenr benefir Cosl $719 $7) 8

We had apprOXimately 142.200 retirees in 1993,
141.200 in 1992 and 138.500 in 1991.

Our plan assets consist primarily of listed stocks, cor
porate and governmental debt, cash and cash equiva
lents and life insuance contracts. This table shows the
funded status of our postretirement benefit plans recon
ciled with che amounts recognized in the consolidated
balance sheet:
Dollars in millions &, December 31

centage of the employee contributions up t'l:' cenain
limits. Our contributions in millions amolJTlited to
5347 in 1993. S331 in 1992 and 52'79 illl 1991

Accumulated postretirement benefit obli,ation
Retirees S '.92'
Full)' elirib1e active plan panicipants 893
Other active plan panicipants %.092

Accumulated postretirement benefit obli,alion 11.913
Plan asseu at fair value 2.900
Unfunded post~ti~menl obli,ation ".013
Unreco,nized prior scrvice cosu 213
Unreco,nized net loss 569

Accrued postretirement benefit obli,acion S 8.161

We made these assumptions in valuin, our postretire.
ment benefit obligation at December 31.1993:

Wei,htcd-avera,e discount rale 7.S,}
Expected lonl-term rate of return on plan assetS 9.O~
Assumed rate of increase in the per capita cost of

covered health "are benefits' 9,4t;io

We assumed that the growth in the per capita cost of
covered health care benefits (the health care cost trend
rate) would ,radually decline after 1994 to 5.6Ck by
the year 2021 and then remain level. This assumption
,really affects the amounts reponed. To illustrate.

303

310

(S02)

1992

1992

2.136

8,311

(2,'728)

10.048
2.200

(4.463i
(4613

28.719

(S02)

1993

1993

2.225

J.O,}

7.!~

(2.973)

(7%) (45)

1.801
2.052

(3.960)
(3.5131

3%.680

530.943 527.316

$41.481 538 767

53.308 53.127

536 5 452 5

151

(50%)

2.294

(3.108)

$

11JY1. Pension cost includes the following components'
Dollars in millions 1993 1992 1991

Service cost-benefits earned
durin, the period

Inleml cost on projected
benefil obli,ation

Amonization of un~coanized
prior scrvicc costs

c.dic for expec:c~ return on
plananets·

AmoniUlion of-transition
_liCt

Char,es for special pension
options '4 II 108

Nel pension COSI (credit) S (455) 5 (441) 5 (373)

·The lGlual rrtum on plan aneu was 5~ .068 in 1993. S2.153 in 1992
and 56.Pill in 19'>'1.

Thi~ table shows the funded status of the defined
be~fit plans:
Dollars in millions at ~cemb¢r 31

We used these rates and assumptions co calculace the
projected benefiC obligation
At December 31

Prepaid p!nsion costs

Wei,ht~·averM,e discount rate
Rate of increase in future

conlpensarion levels

Actuuial present value of accumulated
benefit obli,ation. includin, vested
benefits of 528.119 and 524.818
~sp!cti\'el)'

Excess ofassets over projected benefl1
obli.ation

Unn:colnized prior service com
Unreco.nized transition asset
lJn~co,njztd nel ,ain
!'Iiel minimum liability of non-qualified

plMns

The prepaid pension costs shown above are net of
J)Cn~ioJ'l liabilities for plans where accumulated plan
benefits exceed assets. Such liabilities are included 10

other liabilities in the consolidated balance sheets.
We are amortizing over approximately 15.9)'em the

unrecoanized transition asset related to our 1986 adop
aio" of SFAS No. 87. ".Employers' Accounting for
Pen,ions," We amortize prior service cosu primarily
on I strai,hc-Jine basis over the average remaining
service period of active employees. Our plan assets
consisc primarily of listed stocks (including 5378 mil
lion and S4S I million of AT&T common stock at
Dtcentber 31. 1993 and 1992. respeccively). corporate
and lo~rnmental debt, real estate investments, and
.:ash and cash equi\oalents

seYin,. Plans
We ~poniOr savings plans for the majority of our
employees. The plans allow employees to contribute
a portion of their pretax andlor after-tax income in
accordan~e with specified iuideJines We IlUlch a per-

Plan ~llCIS at fair value
us.: A~luarialpresenl value of

I proje~led benefit obli,ation

II



APPENt'IX D
::'a.gp 2 of 42

. Dollars in millions 1993 199: 1991increasin, the assumed trend rate by III in each yearIwould raise our accumulated postretirement. ~nefit ReveDues
obli,ation at December 31. J993 b)' $758 mllhon and Information movement and
our 1993 postretirement benefit costS by $64 million manalement 164,652 563.010 561.70.5

Financial services and
leasins 2,504 1.894 1.384

15. Stock Options ••••••••••••••.•••••••••••••••••.. $67.156 564.904 563.089

19.626.553 16.592.924 13.852.914

(3.994.569) (.5.7.52.0.53) (2.874.129.1
$27.62 520.44 519..53

(162.996) (333.818) (218.946

26.160.437 2.5 ..588.3.5J 24.877.209
$36.78 532.58 $29.77

17,941.984 17.832.355 17.713.78l

472633457

S 3,132 5 3.286 5 3.372

OperaUDI iDcome
Information movement and

manaaement S 6,509 5 6.840 5 2.008
Finandal services and

leasin, 339 193 (34)
Corporate and non-operatin, (644) () .-075) 0.091 )

Income befon income taxes $ 6.204 5 5.958 5 883

Auets
Infonn.tion movement and

mana,ement 543,515 541.987 $41.307
Financial services and

leasing 17,033 14.003 9.809
Corporate .ssets 934 1.607 2•.533
Eliminations ('716) (409) (294)

$60.766 5.57.188 5.53.3.5.5

Inpredation aDd amortization
Information movement and

mallalement 5 3.682 5 3.54] S 3.8.52
Flnanc;al iCrvices and

leasin, 431 352 160

Capital npenditures
Information movement and

mana,ement
Financial services and

leasin¥

8.312.922
1.848.642
4.948.3714.729.651

In our Long Tum Incentive Pro,ram. we ,rant stock
options. stock appreciation ri,hts (SARs). either in tan
dem with stock options or free-standing. and other
awards. On January 1of each year. 0.6% of the out
standin, shares of our common stock become available
for ,rant. The exercise price of any stock option is equal
to or ,reater than the stock price when the option is
Jranted. When JTlnted in tandem. exercise of an option
or SAR cancels the other to the extent of such exercise.
Option transactions are shown below

Number ofshares 1993 1992 1991

BaJanceatJanuary 1 25,588,35] 24.877.209 19.657.362
Options assumed in

lnflIer ...ith
Teradata

Options ,ranted
Options and SARs

exercised
Averale price
Options forfeited
At December 3J :
Options oumandin,
Avera,e price
Options exercisable
Shares a\'ailable for

,rant

199119921993

$15,329 5J2.2.50 5 8.720

561,580 $59.234 $.57.647
5,576 5.670 5.442

$67.156 564.904 563.089

$ 2.499 S 1.988 5 1.754

$ 1.374 5 1.077 5 870
1.125 91 J 884

Totalliabillties
Financial iervices and

leasin¥

Geo.raphlc 5ermenta
Transfers between ,eo,raphic areas are on terms and
conditions comparable with sales to external customers.
The methods followed in developing the ,eo,raphic
area data require the use of estimation techniques and
do not take into account the extent to which product
development. manufacturin, and marketin, depend
upon each other. Thus the information may not be indic
ative of results if the ,eolfaphic areas were independent
OfIanizations.

Dollars in millions
ReveDues-aterDal

customen
United States
Other ,eD,raphic areas

Tranlfe" bet...n
IfOlraphit areas
(eliminated ill
coDsolidation)

United States
Other ,eolraphic areas

Durin, 1993 167.747 SARs were exercised and no
SARs were granted. At December 31. 1993.925.210
SARs remained unexercised and all of these we~
exercisable.

Before our mefJers with NCR and Teradata. stock
options were ,ranted under the separate stock option
plans ofthose companies. No new options can be
,TInted under those plans.

16. Selment Information ..........••.•••••••••...
IndUstry 5ecments
Our operations in the ,Jobal information movement and
mana,ement ;ndustry involve providing lon, distance
telecommunications services. business information
processiD, systems. and other systems, products and
services that combine communicltionslnd computers.
Our operations in the financial services and leasini
industry involve direct financin, and finance leasing
proJf&JDs for our products and the products of other
companies.leasin, products to customers under operat
in, leases and bein, in the ,eneral-purpose credit card
business. Miscellaneous other activities. including the
distribution of computer equipment throu,h retail out
lets. in the a"regate. represent less than 10% of reve
nues, operating income and identifiable Issets and are
included in the information movement and management
se,ment. Revenues between industry iegments are
Dot material.
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The merger of AT&T and
McCaw Is the best and quickest way for the two
companies 10 lake advantage of developing

opportunities In a dynamic Industry.

,------£rlIB-------,

-

rules apply to all U.S. companies, we changed our account
ing for retiree benefits, postemployment benefits and
income taxes. The net 59.6 biJIion after-tax charge to bring
our fmancia1 statements in line with the new accounting
methods caused us to repon a net loss for that year. But
those accounting changes do not affect cash flows; they
only change the expenses we report.

In our accounting for miru benefits, we estimate and
book expenses during the years employees are working
and accwnulating future benefits. When we used the for
mer ''pay-as-you-go'' accounting, we simply booked our
contributions to trust funds for life insurance benefits and
the actual claims for benefits such u health care and tele
phone concessions u they occurred.

Our accounting for posttmploym,n' bent/us, iDcluding
payments for separations and disabilities, is very similar to
the accounting for retiree benefits. We book expenses for
future separations during the years employees are working
and accumulating service with the company and for disabil
ity benefits when the disabilities occur. In the former
accounting method, we booked expenses for separations
when we approved them and for disabilities qen we made
payments. Compared with 1992, this change increased our
costs and expenses by 5301 million in 1993. which reduced
earnings S17I million, or $0.11 per share.

Our accounting for income tQXlS uses the enacted tax
rates to compute both deferred and current income taxes.
Using our former method, we held deferred tax assets and
liabilities at their original values even when Congress
changed the tax rates

ADllCUlllln and Analysll of Our a.sults
and Op.adonl

"he merger was one ofthe most imponant events of) 994
for us. Shareowners now own a stronger AT&T with even
benerprospects for growth in revenues and earnings. Our
customers wiJJ choose from a wider array ofservices.

Though completed, the merger remains subject to legal
reviews. In addition, under the terms ofa proposed antitrust
consent decree betv.oeen AT&.T and McCaw and the United
States, the operations ofAT&.T and McCaw are subject to
5e\'e1'Il conditions, including keeping McCaw as a separate
business with its own officers and employees. After McCaw
J'TO'ida equal access connections to other Jong distance
carriers, McCIw may use the AT&.T brand on McCaw's cel
Jular services, and AT&.T may jointly market AT&.T's long
distance and McCaw's cellular services, and provide cus
tomers with a single bill for both. For the most pan, these
restrictions merely confmn commi1ments we made when
we announced our merger plans and they do nothing to alter
the fundamental logic or economics ofthe melJer.

Operating now as the wireless unit ofAT&.T, McCaw is
the leading U.S. provider ofwireless communications ser
vices, which include ceUular, messaging, data transmission
and air-to-ground services. McCaw has cellular operations
in more than 100 cities. In most markets McCaw offers
its services under the brand name Cellular One~ McCaw
also operates the sixth largest U.S. messaging service,
serving more than 700,000 customers, and a digital air-to
1T0und telephone service for commercial airlines and
corporate aircraft.

."''I''lltronl PlDuciai Parforawace

loeeJmtina revenue powth in products and services, aided
'byetrutive cost and expense controls, boosted earnings to
~otherrecordm1994. The climate for growth improved
Ibis past year because ofbetter economic conditions, and
thanges in technology and world trade that lp\DTed demand
for netWOrk services as well as new networks. We look for
ward to continued grov.1h in revenues and earnings in 1995.

Our fmancial performance was also strong in 1992 and
1993. Our performance met growth targets despite the less

II favorable business and economic environment. In 1993 we
also had to~dopt new accounting methods. Because new

•
•
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AT&T Corp. and Subsidtancs. Yean Ended December 31

Dollars in millions (except per share amounts) 1994 1993 1992

Sal.. Ind Revenue.
Te1ecomm\Ul.ications services $043,425 541,623 S40.968
Products and systems 21,161 17.925 16.579
Rentals and other services 7,391 7.299 7.206
Financial services and leasing 3,117 2.504 1.894-
Tot.ll"fWnUfS 75,094 69.351 66.~7

Costs
Telecommunications services

Access and other intercoMcction costs 17,797 17.772 18.186
Other costs 7,466 7.623 7.553-

Total telecommunications services 25,263 25,395 25.739
Products and systems 13,273 Ie 966 9,976
Rentals and other servicf;s 3,629 3.563 3.366
Financial services and leasing 2,152 1.711 1.310-
Total com 44,317 41,635 40.391-- .__ ..__..,_.".-"~._ .._,... --
Grol..!-m~l'JiD 30,777 27,716 26.256

~-,,_._, ......-_.._....._ .._._,.~-" ..~_ .. -
Operltlnl Expenses
Sellini. general and administrative expenses 19.637 18,037 16.704
~esearch and development expenses 3,110 3.111 2.924-,-",---_. -
Total opfratina !xptDses 22.747 21,148 19.628-_. ,.,.~-.--~-"". -
0pfntinl income 1,030 6,568 6.618
Other income - net 236 476 163
Loss on sale of stock by subsidiaf) 9
~n.!~~.!~~se 748 1.032 1.153-
Income before income tans and cumulative tlTects of

.ccGuDtina changes 7,518 6,003 5.638
Provision for income taxes ~808 2.301 2.196
---_._~,- -

Income before cumulative effects ofaccounting changes 4,710 3,702 3.442

Cumulative effects on prior years ofchanges in accounting for
Postretirement benefits (net of income tax benefit of$4,294) (7,023) I'
Postemployment benefits (net of income tax benefit of 5681 ) (1.128)
Income taxes (1,457)----

Cumulative effects ofaccounting c~ges (9.608)

Nft Income (Loss) S 4.710 $(5,906) S 3.442

Weighted average common shares outstanding (millions) 1,564 1.547 1.519

Per Common Sh8re:
Income before cumulative effects ofaccounting changes 5 3.01 S 2.39 S 2.27
Cumulative effects ofaccounting changes (6.21)

Nfr Income (Loss) S 3.01 S (3.82) S 2.27
The lIOIes on P"Ies 33 lhrougJ143 err all ,ntelTaI pan of !he ~hclated rllllnCLallll,nnenls
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AT&T Corp.lJld Sub51dllriel II December 31

Liabilities .nd Deferred Credits
Accounts payable
P3~TOll and benefit-related liabilities
Postretirement and postemployment benefn habilities
Debt maturing within one year
Dl\'idends payable
Other curtentliabilities

Total curreDt liabilities

lon~-lmn debt including capital leases
Postretirement and postemployment benefit liabilities
Other liabilities
Dtferred income taxes
l'namonized investment tax credits
Other deferred credits

Totalliabfllties and deferred crtdits

\lInom,'lntemts
~edtfmablepreferred Itock

Common Sh.reoWMrs' Equity
Common shares par value SI per share

Authorized shares: 2,000,000,000
OutstandinsshlTes: 1,569,006,000 at December 31, ]994;

J,546,518,000 at December 31, ]993
Additional paid-in capital
Guaranteed ESOP obligation
ForeiJll currency translation adjustments
~etained earnings (deficit)

Total common sbareo"'aen' eqult)

Total liabilities aad sbl,""'aen' eqult)

1994

5 1,208

13,671
14,952
3,633
3,030
1,117

37,611

21,035
4,251
2,708
4,513
4,151
3,993

.- 579,262

5 6,011
4,105
1,029

13,666
518

5,601

30,930

11.358
1,754
4,285
3,913

232
776

60,248

1,093

1,569

15,125
(3~)

145
687

17,921

579,262

]993

S 671

S 4,853
3,802
],301

11,063
448

4.587

26,054

11,802
9,083
4,363
2,231

270
263

54,066

648
1,305

],547

14,324
(355)
(32)

(2,110)

]3,374

569,393

31

1\



APPENDIX D
Pac!", 7 of 42

~ ~... _ I I I I .. _, It: ~ _

~
AT&T Corp and Subsidianes. Yean Ended December 31

(4,853) (4,296) (4,328)

(4.616) (3,484) (3.878)
(159) (453) 33
144 (228) (308)

(271) (204) (125)

(9.755) (8,665) (8.606)

6.134 4,386 3,368
(5,637) (5.879) (3.732)

976 1.053 703
(1.870) 0,774) (J,748)
1,747 2,586 1,341

(36) 25 (162)

1,314 397 (230)

22 3 26

537 (841) (774)
671 1,512 2,286

S 1,208 $ 671 .. $ 1.512

32

Dollars in millions

Operatln, Actlvltle.
Net iDtome (loss)
Adjustments to reconcile net income to net

cash provided by operating activities:
Cumulative effects ofaccounting changes
Depreciation and licensing cost amortization
Provision for uncollectibles
(Increase) in accounts receivable
(Increase) decrease in inventories
Increase (decrease) in accounts payable
Net (increase) decrease in other operating assets and liabilities
Other adjustments for noncash items - net

Net clsh pro\'lded by optnting activities

Inve.tlne Actlvltle.
Capital expenditures net ofproceeds from sale or disposal of

property, plant and equipment ofS45l, $241 and S250
Increase in finance receivables. net of lease-related repaymenH

ofS3,384, S3,512 and 53,3 J6
Net (increase) decrease in investments
Acquisitions, nel ofcash acquired
Other investing activities - net

Nft casb used in Investing actl\ities---------=------------_..._-
Flnancl"c Actlvltie.
Proceeds from long-term debt Issuance
Retirements of long-term debt
Issuance ofcommon shares
Dividends paid
Increase in shon-tenn borrowings - net
Other financing activities - nel

Nft Clsb provided b)' (used In) !'inanelDg activities

Effect ofexchange rate changes on cash

Net increase (decrease) in cash and temporary cash investments
Cash and temporary cash investments at beginning ofyear

Cash and temporary cash investments at end ofyear
Thr _ 01\ Jl&IC$ 331bJ'ou1ll ~31t'C an 1II1~ par! oflhe couoiulalecl fmaDl:1&! IWCmf:llU

1994

S~,710

4,039
1,929

(2,672)
(392)

1,115
(356)
573

8,956

1993

$(5.906)

9,608
4.082
1,665

(2,211)
(444)
(295)

(J,272)
2,197

7.424

1992

$ 3,442

3.825
1.983

0,577)
549
46

0.595)
1,363

8,036
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-Includes I c~ orS4S millIon ptn'iOldty rqooned U III anonlllllr)' .tml for the
";y redmIpl.on or dri>l

liabilities that were created by McCaw Cellular Commu
nications, Inc. acquisitions prior to the merger. Apan from
these cumulative effects on prior years of the accounting
change, the new accounting method had no material effect
on net income in 1993. Unless Congress changes tax rates,
we do not expect this change to affect net income materially
in future periods. This change does not affect cash flows.

I. PrDlpactin Accaantlag CIwag..
ImpeiNd LOMI
In 1995 we must adopt SFAS No. 114, "Accounting by
Creditors for Impairment ofa Loan." This standard
requires us to compute present values for impaired loans
when determining our allowances for credit losses. We do
not expect this new standard to affect net income materi
ally at or after adoption, and it will not affect cash flows.

551,11. 567,156 $64.9().4
1,162 2.195 1,743
(256)

553.984 569.351 S66.~7-
53,431 $(3,794) $ 3,807

34 (2,llW (3651
(93)

S 3,.3"72 S (5.906) $ 3.442

Net IDeOmt (Loss)
AT&T
McCaw
Eliminations

4. lIa,.ar with IIcCa. Callalar
C'.lImumcaUDIlI. lac. (lIcCa.)
On September 19, 1994, AT&T merged with McCaw. As
a result, 197.5 million shares ofMcCaw common stock
wert convened into shares ofAT&T common stock at an
exchange ratio ofone share ofAT&T common stock for
each McCaw share. In addition, AT&T assumed 11.3 mil
lion McCaw stock options which were convened into
AT&T stock options at the same exchange ratio, resulting in
11.3 million additional AT&T stock options It an average
ex.ercise price of527.43. The merger was accounted for as
a pooling of interests, and the consolidated financial state
ments were restated for all periods prior to the merger to
include the accounts and operations of McCaw. Inter
company transactions prior to 1994 were not eliminated
due to immateriality. Merger-related expenses of 5246 mil
lion incurred in 1994 (S187 million net oftaxes) were
reponed as selling, general and administrative expenses.
Cenain reclassifications were made to McCaw's accounts
to conform to AT&T's presentation. Premerger operating
results of the companies in the current presentation were:

NIDt Months Year
Ended Ended

September 30, December 31,
))Ollus in millions 1994 1993 .1992

Sales and RtvtDues
AT&T
McCaw
Eliminations

Total

Total

ReoI8Ulfic8tlonl
We reclassified cenain amounts for previous years to con
form with the 1994 presentation

.. Chug.. Ia AccD1IIItiag Prlaelp...
PoItretJrernent lenettta
We adopted Statement ofFinancial Accounting Standards
(SFAS) No. 106, "Employers' Accounting for Postretire
ment Benefits Other Than Pensions," effective January I.
1993. This standard requires us to accrue estimated future
retiree benefits during the years employees are working
IlDd accumulating these benefits. Previously,~ expensed
health care benefits as claims were incurred and life insur
ance benefits as plans were funded.

We also reimburse the divested regional Bell companies
for a ponion of their costs to provide health care benefits,
increases in pensions and other benefits to predivestiture
retirees under the tenns of the Divestiture Plan ofReorgan
iDtion. Through 1992 we expensed these reimbursements
as incurred.

We recorded a one-time pretax charge for the unfunded
ponions ofthese liabilities ofs 11,317 million (S7,023
million or $4.54 per share after taxes). Apan from these
amnilative effects on prior years of the accounting change.
our change in accounting had no material effect on net
income and it does not affect cash flows.

Paltemployrnent Ieneftta
We also adopted SFAS No. 112, "Employers' Accounting
for Postemployment Benefits," effective January I, 1993
Analogous to SFAS No. 106, this standard requires us to
accrue for estimated future postemployment benefits,
including separation payments, during the years employees
are working and accumulating these benefits, and for dis
ability payments when the disabilities occur. Before this
cbange in accounting, we recognized costs for separations
when they were approved and disability benefits when
they were paid.

We recorded a one-time pretax charge for the unpro
vided ponion of these liabilities ofSI,809 million (SI,128
miUion or SO.73 per share after taxes). The change in
accounting reduced operating income by 530I million and
net income by S171 million (SO. I I per share) in 1993 .. This
change does not affect cash flows

InIlomeTu.
We also adopted SFAS No. 109, "Accounting for Income
Tues," effective January I, 1993. Among other provisions,
this standard requires us to compute deferred tax amounts
using the enacted corporate income tax rates for the years
in which the taxes will be paid or refunds received. Before
1993 our deferred tax accounts reflected the rates in effect
when we made the deferrals.

The adoption ofthis standard reduced net income by
S1,457 million (SO.94 per share) as a result ofdeferred
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Pension cost includes the following components:

Dollars in millions 1994 1993 1992

Sel"\ice eOS1- benefits earned
during the period S 669 S S36 S 452

Intmst cost OIl projected
benefit obliption 1,400 2.294 2.225

AmortiZation of~opized
prior service COStS 130 251 346

Credit for expected·rerum on
planusets· (3.260) (3,))0) (2,973)

Amortization of1I"IJtSiti0ll uset (501) (500) (502)
Charles for special peasiOll options 74 JJ

Nfl pension cost (credit) S (46%) S (455) 5 (441)

-11lt IC1\IIIMlrllep/lul uau Yo'" $601 III 199«. S!,06'1Il 1991and 12.153 at 1992

868
(180)

29
29

5841

1993

S 9S

15%
(242)
I.

Net postretirement benefit cost 5732

"vines PIal"
We sponsor savings plans for the majority ofour employees.
The plans .now employees to contribute I ponion of
their pretax and/or after-tax income in accordance with
specified guidelines. We match I percentage ofthe
employee contributions up to certain limits. Our contribu
tions in millions amounted to 5357 in 1994,5351 in 1993
and 5334 in 1992.

14. half.dr.m.nl •••II1II
Our benefit plans for retirees include health care benefits,
life insurance coverage and telephone concessions. This
table .hows the components ofthe net postretirement
benefit cost:
Dollars ill millions 1994

Service cost - benefits earned durin, the period IIOB
Interest cost OD accumulated poitletirenleDt

benefit obbaation
Expected mum 011 plan uSt'U·
Amortization ofUIU"CC4JDized prior ICf'Vice costs
Ctqe for special options

-1M Kl\IIII'tlIInI GIl p\IIllIIN _ 1(30) 1Il19904.1Ild 1243 ill 1993

We did ~~t restate our 1992 financial statements to
reflect the change in accounting for retiree benefits. This
table shows our actual postretirement benefit costs on a
pay-as-you-go basis in 1992: .
Dollars in millions J992

Cost ofbealth care benefits (or retirees 5532
Cost of life insurance benefits for retirees 3
Cost oftelephone concessions and other benefits 39
Payments to rt,ioDal BeU companies for

prediveniture retirees 145

Postretirement benefit cost $7] 9

1993

8,796
2,052

(3,960)
(3,504\

32,495

$30,804

541.291

(22)

S 3.262

1994

30,090

10,060
%,319

(3.460)
(4,982)

S%8,"T78

540,150

(93)

5 3,144

This table shows the funded status ofthe defmed benefit
plans:
Dollars in millions It December 31

Acrvarial JmJellt value ofaccumulated
benefit obliption, including
\~sted benefits ofS26,31 S and
526.027, respectively

Plan assetS at fair value
Less. Actuarial present value of

l'I'0jected benefit obliiation

bcess ofassets over projected
benefit obliption

UnrecOlftized prior service costs
Unrecopized lranSition asset
Unreeopized !let pin
Net minimlmlliabihty of

nonqualified plans

!:~~d pension COSts

210
SS8

8,963

11,881
2,918

5 8,912
885

2,084

We had approximately 144,900 retirees in 1994,
142.200 in 1993 and 141.200 in 1992.

Our plan assets consist primarily oflisted stocks, corpo
rate and lovemmental debt, cash and cash equivalents and
life insurance contracts. This table shows the funded status
ofour postretirement benefit plans reconciled with the
amounts recognized in the consolidated balance sheet:
Dollan ill milliOllS ., December 3J .994 1993

Accumulated poaretirement bcDcfn obhpdon:
R.etirees I 7,16J
Fully eJi,;bJe acbve ,laD panicipaDts 122
Other acbve ,laD panicipaDts 1.'45

Accumulated poswtiremeDt bcDcfit obliptiOll .....21
PlaD auets at fair value 3,291

Ul1f1mded posntiremem obliption '7.137
Less

tJnrecopized prior service cost
Uftl"eCognized !let (Jain) loss

Weighted.average di.count rate
JUte of increase in fUture compensation levels

The prepaid pension costs shown above are net ofpen
sion liabilities for plans where accumulated plan benefits
exceed assets. Such liabilities are included in other liabili
ties in the consolidated balance sheets.

We I1"e amonizing over approximately 15.9 years the
unrecognized transition asset related to our 1986 adoption
of SFAS No. 87, "Employers'Accounting for Pensions."
We.amortize prior service costs primarily on a straight-line
buis over the average remaining service period ofactive
employees. Our plan assets consist primarily oflisted
stocks (including 5216 million and 5378 million ofAT&T
~ommon stock at December 3l, 1994 and 1993, respec
tl\'ely), corporate and governmental debt, real estate
investments, and cash and cash equivalents

Accrued postretirement benefit obliption S '7.816 S 8,195

39

...
$, - is Q. c ..
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1994 1993

We made these assumptions in valuing our postretire·
ment benefit obligation at December 31 :

During 1994,41,300 SARs were exercised and no SARs
werearanted.AtDecember31,1994, 881,385 SARs
remained unexercised and all of these were exercisable

566,847 564,753
2,504 1,894

569,351 566,64751!.""

51.188 S 6,839 5 7,200
394 339 193

(1,064) (1,175) (1,155)

5 7,518 S 6,003 5 5,638

556,551 551,971 550,661
21,<662 17,033 14,003
1,11. 1,104 1,849
(0t65) (7 IS) (409)

579.262 569.393 566.104

Sl',W 515.329 512,250

Inc:ome before inc:ome taxes

OpemJftI InoomII
Information movement &rI~

lnfM,ement
Financial services &rid leasilli
Corporate and nonoperating

processing systems, lind other systems, products and ser
vices that combine communications and computers. Our
operations in the fmancial services and leasing industry
involve direct fmancing and fanance leasing programs for
our products and the products ofother companies, leasing
products to customers under operating leases and being in
the general-purpose. credit card business. Miscellaneous
other activities, including the distribution ofcomputer
equipment through retail outlets, in the aggregate, repre
sent less than 10% ofrevenues, operating income and
identifiable assets and are included in the information
movement and management segment Revenues between
industry segments are not material.
Dollars ill miUiODS 1". 1993 1992

RevenuM
Information movement &rid

IDID&JClDCnt
Financ:ial services and leasina

Auets
Information movement and

management
Finandal services and leasing
Corporate Ultts
Eliminations

De~ MCI amortIzItIon
Information movement and

manaaement S ",193 $ 4.271 $ 4,046
Financial servic:es and leasing .." "31 352

Capfta/ expend/tuNI
Information movement and

manA,ement S ~7 $ 3,831 $ 3,110
FiDanc:ial services and leasing f09 .51 633

TotIlIlI8III....
FiDanc:ial services and Jeasin,

GeoJNphlc .......
Transfers between geographic areas are on tenDS and
conditions comparable with sales to extemal customers.
,The methods followed in developing the aeoJ1'8phic area
data require the use ofestimation techniques IDCl do Dot
take into account the extent to which product development,
manufacturing and marketing depend upon each other.
Thus the information may not be indicative ofresults if
the geographic areas were independent organizations.

36,777,098
528.S3

23,759.421
22,6J4.535

38.011,478
$33.52

24.063,837
25.264,307

1994 1993 1~2

1.848.642
5,103,141 7.261.355 7,580,568

(%,498,13%) (5,766,132) (9.504.536)
5%5.04 523.93 513.66

(1,031,687) (260.843) (415,532;

38,011.478 36.777.098 37.267.956

40.214,801
536.61

28,010,381
22,OJ4,121

II.•tock OptJDD:-
In our Long-Term Incentive Program, we grant stock
options, stock appreciation rights (SARs), either in tandem
with stock options or free-standing, and other awards On
January 1ofeach year, 0.6% of the outstanding shares of
our common stock become available for grant. The exer·
cise price ofany stock option is equal to or greater than the
stock price when the option is granted. When granted in
tandem, exercise ofan option or SAR cancels the other to
the extent ofsuch exercise. Before our mergers with
McCaw, NCR and Teradata, stock options were granted
under the separate stock option plans of those companies.
No new options can be granted under those plans. OptlOn
ttansactions are shown below
Number ofShares

We U5Umed that the growth in the per capita cost of
covered bealth care benefits (the health care cost trend
rate) would gradually decline Ifter 1994 to 5.7% by the
year 2021 and then remain level. This assumption greatly
affects the amounts reponed. To illustrate, increasing the
assumed trend rate by I% in each year would raise our
ac:c:umulated postretirement benefit obligation It
December 31, 1994 by SS77 million and our 1994 post
retirement benefit costs by SS8 million

Weiahted·average diseount rate 1.'·/. 7.5%
Expected long-term rate ofretum on plan assets 9.0·... 9.0%
Assumed rate of increase in the per

capita cost ofcovered health care benefits 1.6·/. 9.4%

Balance at January 1
Options auumed in mC'ier

with Teradata
Options panted
Options and SARs exercised
Averqeprice

.Options forfeited
At Deeernber 31 :
Options ouuundinB
Averaac price
Optiou cxen:isable
SJwes .vailable for pant

····.lm.nlbdDnDatJoD
Industry Selmenta
Our operations in the global information movement and
management industry involve providing wireline and wire
less telecommunications services, business information

40
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lJNI'I'ED STATts

StCU~!.'I'!ts AND EXCHANGE CO~.~ISSION

Wuhinllt0n" ~C 20549

J'OAA 10-Q

..x.. QUM.'I'ElU.Y Jt£?0~'I' PUJlSUAN! TO SEC'U ON 13 O~ 15 ( c!) OF THE
StCU~I1IES EXC~GI AC'T or 1934

For t.he Q1Jarterly period ended March 31, 1993

OF

'!RA!~SaIO:, A:£?O:R': PiJ~SUAN'! 'TO SIC1::0N 13 O~ IS(d) or 'THE
SICURI1IIS IX CHAN CO! AC'I' or 193~

rer ~hE trar.siticr. perloo frol'f .;.. to _

CO~~l.sio~ file number 1-1105

1-. ~E·...· York
Corp:r&~ior,

loR. S. Employer
No. 13-4$2'710

32 Avenue 01 t.he Americas, Ne,,' York Ne.., York 10013-2.012

'Telephone - Area Code ~12-3S~-S40C

Indicate cy check ~ark whether t.he re;istrant (1) has filed all
reports required t.o be filed by Section 13 or lS(d) ef t.he Securit.ies
Exchange Act. cf 1934 during t.he preceCSing 12 ~ont.hs (or fer .uch
ahort.er period t.hat t.he regiltrant wa. required t.o file auch reportl),
and (2) has been lubject to .~ch fi1in; requirementl for t.he palt to
days. Yes ••x. . ~o •• '" ••

At. April 30, 1993 1,344,159,000 common ahar•• were cut.t.anding.
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AT.! Form 10-Q - Part I

P~1 I - FINANCIAL INTO~!ION

CONSO~IDATED STATEMENTS or INCOY~

(Dollar. ~n Million. E_cept P.r Share Amo~nt.)

(lJna~c!it.dj

'al.. and ~.v.nu••
~.1.comm~n1cation•••rvic••••••••..•...
'alel of prod~ct. and .yat.m•.••• "•.
~.ntal. anCS oth.r ••rvic.s .•••••• " ..
Finanei.l .ervice••nd l ••sin; .
Total r.v.n~••....................

For the ~hr.e

Menths EnCS.d
March 31, 19513

$ 9,967
3,554
1,626

570
15, '719

For ~h. ~hree

Month. End.d
March 31, 19512

(a>

S 9,873
3,452
1,643

40i
15,375

COlts
T.l.comm~nic.tions servic.s

Acc.ss and other in~.rconneetior

costs , " ,."
~her costs....................... ,

To~al t.l.eomr..~nie.t~on. s.rvice•...
Products and .yst.m•....•........... ".
~er.t.l. and oth.r .ervices ,
Financial service. and le.sing "
Total costs ,,,,,. ," " ""'.

Gro•• m.r;in .... , ..

Op.r.~in; Expenses
Selling, ;eneral and .dr.:ir.istrat.:ive

.xpen.&6 .••...........•......•.. " "
~'•• lreh and development .xpen.es "
Provision fer ~~.iness restructur~ng".

Total operating .xpenses .

Oper.t in; income ............•..,.
Other income - net ... " ..•......,.
Int.re.t .xpense (d / .••• , ••••••.. ' .• ' •

4,45i 4,~S6

1,825 1,"2
6,2S2 6,426
2,054 2,006

765 743
3ii 264

9,478 9,4£3

6,2·0 5,912

3,Ei9 3,709
i3' 732

29
4,6H 4,470

1,625 1,U2
1'3 Hl
202 203

Incom. b.for. incom. tax.s and
cumul.tive .ff.cts of .ccountin;
chan;••.•••••••••. ~ .•••••••••• ~.q.~.~

Proviaion for incom. tax••.••••......•.

Income before cumulative eff.ct. of
accounting chang••. ".••••••• " .. '...• '.

Cumulativ••ff.ets en prier y.ars 01
chang•• in accounting for:
Po.tr.tir.ment b.n.fits (n.t of

income tax•• of 54,294) (~) ••.•..•.
Income t.x.s (~) .• " .•.••••••••... " .•.

Cumulativ••ffeeta ef accounting
changes. • . • . . . . " . ,..... , , .

Net Income (Loas) , ..•.. , , ...

(CON! D)

1,566
5iO

996

(7,D23)
383

(6,640)
$(5,6.04)

1,380
497

e83

$ aS3
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CONSOLIDATED BALANCE SHEETS (CONT'D)
(Dollars in Millions Except 'er Share Amou~t)

(tln.l.lch,te~ )

Hareh .31, :December 31,
1993 1992

$ 5,086 S 5,045
2,903 3,336

687
,,

8,313 7,600
<043 443

5,515 4,962

n.947 21,386

7,439 8,604
7,77B
4,67B 2,634

323 <0,660
329 350

i

193 1eJ

43.6ei 37,815

4'~ 452

1,344 1,3'0

~lABILITIES AND DEFE~D CREDITS

Aceounts paya~le •••••••••••••••••.•••.••.
Payroll and benefit-related lilbilities ..
Poatretireme~t be~efit li.bilities (fl .. ,
Debt m.turing withi~ one ye.r (d) •....
Divid.nds pay.bl•..........•...•......
~her eurre~t li.biliti.s .••...•....

Total current li.bil~ties......•.....

Lon9-t.r~ d.bt includin; capital l •• ses !d
Po.tretireme~t beneflt li.bilities (fl.,
Other liabiliti.s ...........•.....
D.ferreo income tax.. (g) ••••• , ••.

tJ~L~erti1ed investment tax credits
~her def.rr.d credi tJi, , .. "

Mi~ority int.rests ..

SHARtO~~E~S' EQU!T~

Com."Tlon st.ock - par value $1 per ahare ...
Authori~ed ahares: 2.000,OOC,OOC
Outat.ndino ah.res:
1,343,572,000 at M.rch 31, 1993
1,339,831,000 .t December 3J, 1992

Additio~al paid-in capit.l ....•.......•.
Guaranteed ESOP oblig.tion .•••••••.••.••
For.ign currency tr.nslation adjuatm.nts
Retained ••rnings ,.• "

'fot.l .hareClwnera· .quity••••••••. ,...•••..••

11,573
(382 )

24
3'4

12,933

11,425
(40i)

65
6,.98

18,921

TOTAl. ~lAI!L!TltS AND 5BUEOWNI~S' EQUIn... n', 061

See Notes to Consolidated Financial Statements,

SS',188
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CO!,SO:"lDATED S'IATE~.IN'!S OF CASH FLOwS
(Dollar. in ~illlon.)

(Un.udit..d)

For ~h. ~hre. For ~h. ~hre.

Month. End.d Month. Ended
March 31, 1993 March 31, 1992

J5

1.990

110
(3" )

Sl

6,640
893
403

S 8S3

It
8S5
355

29

(246)
(BS)
162

(520)

14

l,.C74

Op.rating Activitie.
Net income ,. '" .. '" " S ( S, 644 )
Adju.tm.ntl to r.concil. n.t income to

n.t cash provid.d by op.r.ting .ctivitie.:
Cum~l.tiv. effeet. of .ccounting

ch.ng.s (b) •••...••••••••.,•....... ".
D.pr.ciation ••.....••.••••• " .
Provision for uncoll.ctibl••.........
Provision for busin••• r ••truet~ring
D.cr•••• (incr•• se) in

.ccount. r.c.ivabl•...•.•.•........
(Incr•••e) in inv.ntori••.•..•.
Incr•••e in .ccounts pay.ble .
Ne~ change in other op.rating

a••ets .nd li.biliti••.•.....
Oth.r .djustm.nts for non-ca.h

items - net .
N.t cash provid.d by oper.t~ng

.etivities .... '" .. ".. '" ..... ,

(6:14) (SSO)

(97) (299)
(766) (17)

(6)
(122) 39

(1,599]1 (1,133)

11:2 l,S70
(551) (1,856)
166 loC6

(1 )
(4oC3) ("32)

(1 ) (521)
(16 ) (21)

(73.0) (1,11.0 )

Investing Aetivities
Ca~ital .xpenditur., net of proc.eds

from lale or disposal of property,
plar.t .nd .::p.;iprnent of 556 .nd S2S.

Increase in finance r.ceiv.ble., net
of le••e-r.lat.d r.payments of S~,~:,

.nd 5907 ....•...., ••..•.•••.......•.
Net (increase) in inv.stm.nt•.•....•.
1>cqui.itionl, net of c••h .equir.c .'
Oth.r investing .ctiviti•• - net .....

Net cash u.ed in investing .etivitief ..

Financing Activiti••
Proce.d. from long-term d.bt i ••uance
~.tir.ment. of long-term d.bt .
l.suance of common ah.r••.•.... " ,
~r.a.ury ahar•••cquir.d .•••••........
Divid.nd. pAid ••••••••••.•••....,,, .•.
Incr.... in ahort-t.rm

borrowings - n.t •••.•••••••........ ,
~her fin.ncing .ctivities - n.t "

R.t c.sh u••d in financing aetiviti.c, .

(COr~7' D!


